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KEY ECONOMIC INDICATORS 


Values as stated 


INCOME, PRODUCTION, EMPLOYMENT 


GDP at Current Prices 
(millions pesos) 14,279,795 2,544,458 4,500,000 
GDP at Constant 1961 US$ 
Millions 1,703 1,718 1,781 
Per Capita GDP Constant 
1972 US$ 616 614 618 
Plant & Equipment Investment 
(millions pesos) 120,914 274,356 $77,788 
Industrial Production (1961=100) 116. 116.5 120. 
Av. Industrial Wages (1968=100) 320% 596.7 do keoe 
Employment (000) (Unit) 1/ 476. U74.4 475. 
Av. Unemployment Rate (%) 1/ Ts 8.9 8. 


1972 1973 1974 (Estimate) 


MONEY AND PRICES 


Money Supply (millions pesos) 189,700 331,900 541,900 
Public Debt Outstanding (billions 

pesos) 109. 140. 3114 
External Debt (US$ millions) 2/ 383. 352. 400. 
Retail Sales (1970=100) 289. 514. 1,065. 
Wholesale Prices (1968=100) 422.2 809. 1,376. 


BALANCE OF PAYMENTS AND TRADE (US$ Millions) 


Gold and Foreign Exchange Reserves 201. 
Balance of Payments - 3. 
Balance of Trade ,: oe 
Exports, FOB 214. 
U.S. Share 7. 

0. 

3. 


Imports, CIF 20 
U.S. Share 3 


1/ Data available only for Montevideo 
2/ Only Non-Trade Debts 


Exchange Rate as of March 6, 1975: Commercial Rate Pesos 1,972=US$1 
Financial Rate Pesos 2,310=US$1 


Main Imports from U.S. - January-December, 1974 
Raw Materials $12.5 Million including: 
Alcohol ($1,607,760) 
Sulphur 19,181 MT ($1,846,554) 
Soda Solway 6,133 MT ($926,704) 
Synthetic Textile Fibers 270 MT ($560,760) 
Phosphorite 1,613 MT ($1,121,983) 
Amonium Phosphate 6,963 MT ($1,227,441) 
Iron Sheets 12,173 MT ($597,509) 
Machinery and Parts $4,751,865 
Automotive Vehicles and Spare Parts $2,149,487 
Coal $2,287,463 
Lubricants $357,603 
Chemicals and Pharmaceutical Products $1,761,689 





SUMMARY 


1974 was a difficult year for Uruguay as the dimensions of the 
world energy crisis became apparent and its specific effects 

on the Uruguayan economy were felt. The balance of trade deficit 
for 1974 of slightly under $100 million would have been worse 
except for the surprisingly good showing of non-traditional 
exports. The projected deficit for 1975 promises to be as large. 
Inflation and the budgetary deficit were high in 1974, and 
prospects for 1975 depend on performance under an IMF standby 

now being negotiated. The balance of payments deficit was reduced 
to -$70 million by a late year capital inflow. 


Although measures were taken to reduce petroleum consumption the 
volume of Uruguayan oil imports rose by 3% and the oil import 

bill tripled. Other essential raw material imports also increased 
in cost. Moreover, the European Common Market, Uruguay's most 
important market, cut off beef imports, reducing expected revenue. 
A large Brazilian purchase allowed Uruguay to maintain beef exports 
at 102,000 tons (compared to 98,000 in 1973) but this did not 

make up for increas@ in petroleum costs. In addition, beef exports 
were less than the potential, considering the increased number of 
cattle on the range. Prices of the other major traditional 

export, wool, have only recently begun to improve. 


Uruguay should be able to cover its balance of payments deficit 
for the immediate future by the use of reserves and credits from 
abroad. The oil facility of the IMF will continue to assist 
Uruguay, aS will an expected IMF standby. For the longer term, 

a series of large public investments should stimulate the economy, 
and the policy of encouraging private investment and initiative will 
begin to bear fruit. The government's support of export 
industries based on domestic raw materials should offer U.S. 
Capital goods suppliers an improved market in equipping these new 
industries, as well as participating in the major infrastructure 
projects that are planned or underway. Exploration for offshore 
oil and gas may begin as early as January, 1976. 


On the investment side, given continued government encouragement, 
opportunities for investment could develop in export industries 
including leather processing, textiles, quarry products, fish 

and food processing. 


In spite of serious economic problems, Uruguay's prospects over 
the longer term offer opportunities to U.S. suppliers, traders 
and investors. While 1975 is likely to be as difficult as 
1974, an improvement in Uruguay's position is hoped for by 
1976. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


World Energy Crisis Severely Damages Uruguay's Terms of Trade 


The prices of Uruguay's traditional exports, beef and wool, 
fell in 1974 after having reached record highs in 1973. 
Nevertheless because of higher volume, increases in other 
agricultural exports and exports of non-traditional manufactured 


products, overall exports increased in value almost 20% over 
1973. 


This favorable development in exports, however, was insufficient 
to offset the serious impact of the energy crisis. Uruguay is 
totally dependent on imported petroleum, the price of which 
suddenly tripled. Prices of other essential raw material imports 
also rose sharply. Rather than having a modest trade surplus 

for 1974, preliminary figures show Uruguay's balance of trade 
deficit to be just under $100 million. 


January to December (millions US$) 
1973 1974 


Total Imports 284.8 481.3 
Raw Materials 143.7 216.5 
Fuels and Lubricants 54.7 155.2% 


A second serious blow was the May, 1974 decision of the 

European Common Market to ban beef imports. Brazilian purchases 
of almost 50,000 tons, which may not be repeated on the same 
scale, helped avert a worse trade deficit. Nevertheless, 

only 102,000 tons (compared to 98,000 in 1973) were exported. 

In recent years some 40% of Uruguay's beef had gone to the 

EEC and the ban came when Uruguay had a large increase in 
available cattle. Uruguayan planners had hoped to earn another 
$120 million from beef exports. 


January to December (millions US$) 
1973 1974 


Total Exports 321.5 382.2 
Beef 119.2 137.7 
Wool 109.1 101.7 


World market prices of wool, which had tripled, fell sharply in 
1974, although not to the very low 1971 and 1972 levels. 


1975 Outlook Remains Bleak but Improvement Seen for 1976 


The energy crisis came at just the moment when the Uruguayan 
Government had embarked on a program of economic reform aimed 


* The 1974 figure for fuels and lubricants is through November 


only. Oil imports in December were probably about $20 
million. 





at liberalizing the country's economic system and ending 
many years of stagnation. According to preliminary figures, 
Uruguay managed a slight increase in its GNP in 1974, 
despite the adverse international climate. Basically this 
was accomplished by borrowing abroad and allowing inflation 
and the fiscal deficit to increase. 


Fed by a government fiscal deficit of 32% and imported 
inflation, the domestic price index rose 107% in 1974. As 

of early 1975 stabilization policy is getting renewed attention, 
but it is unclear what the outcome will be. 


Prospects for improvements in the balance of trade are not 

good over the short term. Because petroleum and other 

import costs are expected to remain high, and export possibilities 
will continue to be restricted, the 1975 trade deficit should 

be equal to 1974. On the capital side, there has recently 

been an encouraging flow into the country, both from private 

and public sources. The offering of new, more attractive 

dollar denominated government bonds, as well as real estate 

sales to foreigners in the Punta del Este resort area, have 

been strong points. 


Through the use of reserves and credit, Uruguay should be 

able to cover its deficits. At free market prices, the almost 
4 million ounces of gold in the country's reserves could, 

if used, cover deficits at the present level for several years. 
In addition, Uruguay has a moderate external debt burden 

and will continue to have access to significant credits from 
the international financial agencies. Negotiations are also 
underway for an IMF Stand-by Agreement and with private banks 
for secured term loans. 


Uruguayan planners hope that by 1976 meat and wool markets will 
recover. Increasing production, both of manufactured articles 
and agricultural products, should allow Uruguay to take advantage 
of growing markets and at the same time provide the government 
with more tax revenues. 


Government Reforms Continue 


A fundamental change in Uruguay's economic prospects is being 
brought about by the steady and seemingly determined effort 
to reform an economic system that long before the petroleum 
crisis had been stagnant. In 1973 the Uruguayan Government 
committed itself to a gradual freeing of the economy from the 
many onerous, if often well intentioned, state controls. The 
policy of industrialization through import substitution is to 
be discarded in favor of the promotion of export industries 





based on domestic raw materials. This implies the progressive 
dismantling of the highly protective system of tariff and 
non-tariff barriers to trade and the importation of capital 
goods. We expect the processing industries including leather, 


food, textiles, fish and quarry products will benefit from 
these changes. 


By early 1975 reform measures that had been adopted included 
more realistic foreign exchange rates, removal of some price 
controls and consumer subsidies, laws to attract foreign 
invesment and to promote industrial development, a liberalization 
of some import regulations and abolishing the requirement for 

the archaic consular invoice on goods shipped to the country. 

In addition, many of the state-owned enterprises and agencies 
have been brought under better management and are responding 

with new efficiency. 


Still to be dealt with, however, are problems of high inflation, 
a range of government controls on the economy, further 
liberalization of the import system and the government's 
budgetary deficit. Speaking on February 21, 1975, Minister 

of Economy and Finance, Alejandro Vegh Villegas, described 

these as priority areas for government action. On the fiscal 
and balance of payments side, he proposed increasing tax 
collections and expanding exports, and further measures on 

these are anticipated. 


Agricultural Output Grows 


Agriculture provides the bulk of exports, raw materials for 

industry and a large portion of tax income. Meat and wool, 

in which the country has natural advantages, will remain for 
many years the major exports. 


Due to producers having held back productive cattle in 1973 
and 1974 in anticipation of even higher prices, the cattle 
population will reach 12 million head by mid-1975, a level 
most observers believe cannot be sustained under present 
pasture conditions. Plans to reopen and expand the country's 
facilities for producing canned corned beef will provide some 
relief, but if drought conditions occur the situation could 
become critical. 


Production of crops such as wheat, sugar, soybeans and rice 

have increased under government stimulus (primarily by offering 
realistic, world prices to producers) to the point where Uruguay 
nopes to become self-sufficient in sugar this year and has 
exportable surpluses of wheat (110,000 tons) and rice (70,000 
tons). An IDB project in citrus fruits is helping to expand 
this developing industry. Other fruits, notably peaches and 
apples are also produced and exported to Brazil. Except 

for wheat, these crops are in the non-traditional category of 
exports. 





Non-Traditional Manufactured Exports are Doing Well and Investment 
Prospects Improve 


Encouraged by government support, there has been a healthy increase 
(69% over 1973) in the exports of non-traditional goods. 
Manufactured leather goods (garments, luggage, purses, shoes) 
exports rose from $1.6 million in 1972 to over $12 million in 

1974 and the industry is optimistic about 1975 sales. 


Two laws important to potential investors were approved in 1974. 
Repatriation of profits and capital by foreign investors is 
guaranteed by the new Foreign Investment Law. Tax and other 
incentives are granted under the terms of the Industrial Promotion 
Law. Although the implementing regulations are cumbersome, the 
laws demonstrate a favorable attitude toward foreign investment, 
in keeping with the country's development plans. 


An agreement, reached last August, with Argentina and expected 
to enter into effect in the near future, will give duty-free 
treatment to a number of Uruguayan exports and should permit 
some industrial expansion. A similar agreement is reportedly 
being negotiated with Brazil. 


Major Development Projects 


A number of major public infrastructure projects are under 
construction or planned for the near future. Many of these 
projects are being financed by the Interamerican Development Bank 
(IDB) or the World Bank and offer significant opportunities for 
U.S. suppliers of equipment and services. 


In cooperation with Argentina two bridges and a large hydroelectric 
dam (Salto Grande) spanning the river separating the two countries 
are under construction. Road connections from Argentina through 
Uruguay to Brazil will provide growing benefits as Uruguay's 
powerful industrial neighbors continue to expand. 


Construction or repair of other roads, an offshore petroleum 

buoy, tank farm and pipeline, modernization and expansion of 

the microwave communications network are among the projects 
expected to be underway in 1975. Over the next several years 
plans are also being developed for another large hydroelectric 
dam (Palmar), expansion of the Montevideo sewage system, port 
improvements, a study of deepwater port possibilities and 
irrigation and power dams on the Brazilian border. The electrical 
systems of Argentina and Uruguay will be interconnected to 

provide for peak load sharing. 


In the private sector, perhaps the most important development is 
the submission of bids by two American firms, Esso (Uruguay) 

and Chevron, on a seryice contract to explore for hydrocarbons 
on Uruguay's continental shelf. Negotiations are expected to be 
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completed by July, 1975, and barring unexpected delays, actual 
drilling could begin by January, 1976. 


The Uruguayan Government has recently asked the IDB to consider a 

$20 million loan to finance the acquisition of fishing boats and 
processing plants. The fishing industry is receiving priority 
attention as the government hopes to increase production from 

20,000 to 200,000 tons over the next few years. In other industries, 
a consortium is seeking permission to build a polyesther fiber plant 


and the leather processing and shoe industries are expected to 
continue their impressive growth. 


IMPLICATIONS FOR THE UNITED STATES 


At present, Uruguay is neither an important trading partner of 
the U.S. ($50 million in two-way trade) nor host to significant 
U.S. investment (less than $100 million). If Uruguay continues 
to opt for reform in spite of balance of payments difficulties, 
U.S. capital equipment, raw material and spare parts suppliers 
will have increased sales opportunities. Engineering, service 
and construction firms as well as equipment suppliers should be 
able to compete successfully on the large projects which are 
underway or are scheduled to begin in the next few years. 


The position of Uruguay between Argentina and Brazil- two rapidly 


industrializing countries - should over time offer a number of 
investment opportunities taking advantage of LAFTA complementation 
agreements or the bilateral trade pacts expected to come into 
effect shortly. Uruguay's purchases for the major infrastructure 
projects should increase over the next few years. In the private 
sector there will be a growing market especially for fishing 
trawlers and equipment, refrigeration plants, shoe manufacturing 
and other leather processing equipment, food processing and 
packaging equipment and perhaps quarry machinery for granite 

and marble. If extensive import liberalization occurs, opportunities 
for a wide range of U.S. exports will be correspondingly enhanced. 


While short-term prospects for the Uruguayan economy are mixed, 

there are good reasons to believe the country will eventually fulfill 
its promise as one of the most prosperous countries of the 

continent. With the completion of Salto Grande and other planned 
hydroelectric projects, Uruguay will have a surplus of low-cost 
power. Together with other major infrastructure projects, the 
government's policy of encouraging private investment and 

initiative, if energetically applied,should succeed in reinvigorating 
the economy. Most important, Uruguay is a land-rich country and 


one of the areas of the world where food production can be increased 
with relatively low investments. 








